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e-KONG Group Limited

Chairman’s Statement

At the beginning of 2002, e-Kong Group Limited (the “Company”, together with its subsidiaries
collectively referred to as the “Group”) made a strategic decision to focus its efforts and
resources on building and growing its ZONE operations into the core operating business. During
the year, the ZONE business in the United States, Hong Kong and Singapore have each developed
into a sustainable and scalable businesses.

ZONE Hong Kong and ZONE Singapore (“ZONE Asia”) achieved their goal of making a positive
contribution towards the cashflow of the Group in 2002 in a very competitive environment.

The improved performance by the ZONE business was the key driver for the Group’s better
operating results for 2002. Revenue from the ZONE business increased by 33.2% to HK$298.5
million compared with HK$224.2 million for the previous year. The increase in turnover, higher
gross margins and lower operating costs within the Group, reduced the EBITDA loss from
HK$218.1 million in 2001 to HK$109.1 million in 2002.

ZONE US’s operating results continue to improve. The revenue grew by 56.3%, increasing from
HK$113.6 million in 2001 to HK$1!77.5 million, while operating losses were reduced from HK$96.9
million in 2001 to HK$81.7 million in 2002. The Group remains optimistic about delivering

sustainable revenue growth and improvement in the operating performance of ZONE US in the
year 2003.

The management teams for ZONE US and ZONE Asia will focus on operating and growing the
businesses to support the Group’s goal of achieving positive EBITDA result in 2003. Continuing
to reduce operating costs, and maintaining diligent financial control to improve its operational
productivity, will remain important priorities for each of these business units.

The Company will continue to implement key corporate initiatives to enhance corporate
governance with the objective of increasing shareholders’ value and improving transparency. The
remuneration, share option and executive management committees, established by the Board to
oversee specific aspects of the Company’s affairs, have contributed towards achieving the Group’s
strategic, corporate and business goals.

The Group remains positive about the prospect for growth and improvements in the operating
results in 2003. The Group’s primary goal for 2003 would be to achieve sustainable increase in
the Group’s turnover, improve operational efficiency and to attain a positive EBITDA for the
Group.

On behalf of the board of directors, | wish to thank our business associates, shareholders and
customers for their support and also acknowledge our appreciation for the contribution and
dedication of the Group’s employees in a competitive business environment.

Richard john Siemens
Chairman
Hong Kong, 10 April 2003
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Business Review anc OCuiieek

During the year under review, the Group continued its strategic focus on building and growing
the ZONE telecommunications business. Revenue from the ZONE business increased by 33.2%
to HK$298.5 million compared with HK$224.2 million for the previous year. Through sustainable
growth of the ZONE business in the United States, Hong Kong and Singapore, combined with
prudent financial control and operational efficiencies, the Group was able to achieve further
improvement in its operating results.

The ZONE operation in the United States recorded a revenue growth of 56.3%, increasing from
HK$113.6 million in 200) to HK$177.5 million. The operating loss for ZONE US reduced by
15.7% from HK$96.9 million for the previous year to HK$81.7 million. lts ZonelLD service
targeted at residential customers and small businesses continued to increase its subscriber base
mainly as a result of customers acquired through its on-line partners. Continued growth is
expected to be derived mainly from the ZoneCMS service which is targeted at the enterprise
and corporate customers.

In 2002, ZONE Hong Kong and ZONE Singapore collectively accounted for 38.2% of the Group’s
revenue and achieved positive EBITDA (Earnings before Interest, Taxation, Depreciation and
Amortisation). Turnover for ZONE Hong Kong and ZONE Singapore, collectively, increased by
9.5% compared with the previous year from HK$(10.6 million to HK$I121.1 million.

Improvements in the operating result for ZONE Hong Kong was achieved mainly through increase
in operating gross margins, reduction in customer churn and further operational efficiency gains.
Looking ahead, ZONE Hong Kong will continue to improve its business performance through
targeted sales and marketing initiatives, regular customer retention programs and the introduction
of value-added services including fax to e-mail, international call forwarding, short messaging
services (SMS) and calling card products aimed at niche markets.

ZONE Singapore achieved sustained growth in its customer base and revenue despite intense
competition. ZONE Singapore was successful in securing arrangements with key carrier partners
to provide high quality service at competitive price. This has resulted in an increase in the gross
margin and has also enabled ZONE Singapore to competitively price its services to the business
segment of the market.

Following the divestment of the Group’s interest in the event management-related business in
January 2003, the revenue contribution from the non-telecom businesses will continue to be less
significant in the coming year. In 2002, the revenue derived from the non-telecom subsidiaries
was HK$18.2 million, representing 5.8% of the Group’s total revenue.
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Business Review and Qutlookk (Contd)

Despite extremely competitive and difficult economic market conditions the Group has managed
to record continuous revenue growth in and steady improvements to its operating results in
2002. The Group’s key business focus in 2003 would be to continue its revenue growth while
keeping tight financial and operational discipline with the objective of achieving positive EBITDA.
The Group will focus on increasing its sales and marketing efforts, improving customer retention
and introducing additional innovative value-added services in order to improve ZONE’s operating
results.
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Management Discussion ane Analysis

FINANCIAL RESULTS

The Group’s turnover for the year increased by 20% to HK$3 16.7 million compared with HK$263.9
million in 2001. The ZONE telecommunications business continues to be the main revenue

growth driver of the Group.

The gross profit increased by 80% from HK$49.9 million in 2001 to HK$89.8 million. The gross
profit as a percentage of turnover increased from 18.9% for 2001 to 28.3% for 2002 mainly due
to the ZONE business being able to negotiate better pricing with the telecommunications

carriers.

With the increase in turnover, higher gross margins and lower operating costs within the Group,
EBITDA loss improved from HK$218.1 million for 2001 to HK$109.] million for 2002.

The operating loss for the year was HK$ 156 million compared with HK$252.8 million for the
previous year. Consolidated net loss attributable to shareholders declined to HK$186.3 million
from HK$681.3 million. Non-recurring losses for the year, including the provision for diminution
in value of investment securities of HK$28 million, were HK$3 1.1 million compared with HK$427.3
million in 2001.

FINANCIAL RESOURCES, LIQUIDITY AND GEARING RATIO

The Company completed a rights issue of 235,447,100 rights shares of HK$0.0l each at a price
of HK$0.12 per rights share in December 2002 immediately after the Capital Reorganisation as
mentioned below and raised net proceeds of approximately HK$25 million. The net proceeds are

being used as general working capital for the Group’s existing telecommunication business.

The Group relied on its internal resources, including the net proceeds from the rights issue, to

fund its operations during the year.

Bank balances and cash (excluding pledged deposits} were HK$31.1 million as at 31 December
2002 (2001: HK$1!1.3 million). The Group had pledged deposits amounting to HK$7.7 million as
at 31 December 2002 (2001: HK$7.! million). The Group had no bank borrowings during the

year.

As at 3| December 2002, the Group’s liabilities under equipment lease financing amounted to
HK$7.4 million (2001: HK$16.3 million).
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As at 3| December 2002, the net assets of the Group amounted to HK$196.4 million (2001:
HK$357.3 million). The Group’s gearing ratio, measured on the basis of total borrowings as a
percentage of net assets, was 3.8% (2001: 4.6%).

FOREIGN EXCHANGE RISKS

Since most of the Group’s assets and liabilities, revenue and payments are denominated in Hong
Kong dollars and United States dollars, the Group considers that there is no significant exposure
to foreign exchange fluctuations so long as the Hong Kong-United States dollar exchange rate
remains pegged.

CONTINGENT LIABILITIES AND COMMITMENTS
As at 31 December 2002, there were no material contingent liabilities and commitments.

CAPITAL REORGANISATION

In November 2002, the Company completed a capital reorganisation exercise implemented by
means of capital reduction, share consolidation, share premium cancellation and share subdivision.
As a result, immediately prior to the rights issue exercise in December 2002, the issued share
capital of the Company was divided into 235,447,100 shares of HK$0.0! each from 4,708,942,008
shares of HK$0.02 each and a total amount of HK$1,288,062,660 arising from the capital reduction
and the share premium cancellation were applied towards the elimination of the Company’s
accumulated losses and the balance thereof credited to the contributed surplus account of the
Company. In addition, each board lot of shares in the Company was changed from 4,000 shares of
HK$0.02 each to 10,000 shares of HK$0.01 each after the capital reorganisation.

EMPLOYEE REMUNERATION POLICY

As at 3| December 2002, the Group had 214 employees (2001: 226 employees) in Hong Kong
and overseas.

The Group’s remuneration policies are in line with local market practices where the Group
operates and are formulated on the basis of the performance and experience of individual
employee. In addition to salary payment, the Group also offers to its employees other fringe
benefits including provident fund and medical benefits.

oooooooooooooAnnualReportZO()?.
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Directors’ Report
Ls

The board of directors (the “Board”) of the Company is pleased to present its report and the
audited financial statements of the Company and its subsidiaries (collectively referred to as the
“Group”) for the year ended 31 December 2002.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding and those of its principal subsidiaries

are set out in note |0 to the financial statements.
SEGCMENTAL INFORMATION

An analysis of the Group’s turnover and results by principal business activities and geographical
area of operations for the year ended 3| December 2002 is set out in note 25 to the financial

© statements.

RESULTS AND DIVIDENDS

The results of the Group for the year ended 3| December 2002 are set out in the consolidated

income statement on page 24.

The Board of the Company did not recommend the payment of any dividend for the year ended
31 December 2002 (2001: Nil).

CROUP FINANCIAL SUMMARY

A summary of results, assets and liabilities of the Group for the last five financial years is set out

on pages 65 and 66.
MAJOR CUSTOMERS AND SUPPLIERS

In the year under review, the aggregate turnover attributable to the five largest customers of the
Group accounted for approximately 5% of the Group’s total turnover for the year, and sales to

the largest customer included therein amounted to approximately 3%.

The aggregate purchases attributable to the five largest suppliers accounted for approximately
48% of the Group’s total purchases for the year, and purchases from the largest supplier included

therein amounted to approximately 19%.

At any time during the year, neither the directors of the Company, their associates, nor those
shareholders which to the knowledge of the directors own more than 5% of the Company’s

share capital, had any interest in the five largest customers and suppliers.
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Directors’® Report (Contd)

PROPERTY, PLANT AND EQUIPMENT

Details of movements in the property, plant and equipment of the Company and of the Group
during the year are set out in note 9 to the financial statements.

RESERVES

Details of movements in the reserves of the Company and of the Group during the year are set

out in note 20 to the financial statements.
DIRECTORS

The directors of the Company during the year and up to the date of this report were:
Executive directors:

Mr. Richard John Siemens {Chairman)
Mr. Kuideep Saran

Mr. Derrick Francis Bulawa

Mr. Lim Shyang Guey

Non-executive directors:

Mr.William Bruce Hicks
Mr. Shane Frederick Weir*
Mr. Matthew Brian Rosenberg*

* Independent Non-executive Directors
In accordance with the bye-law 87 of the Company’s Bye-laws, Mr. Derrick Francis Bulawa and Mr.

Lim Shyang Guey shall retire by rotation at the forthcoming annual general meeting and, being
eligible, offer themselves for re-election.

cooo0o0o0o0o0o0o0o0 oo Annual Report2002
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Directors’ Repert (Contd)

DIRECTORS’ INTERESTS IN SECURITIES

As at 31 December 2002, the directors and their respective associates had the following interests
in the issued share capital of the Company or its associated corporations (within the meaning of
the Securities (Disclosure of Interests) Ordinance (the “SDI Ordinance”)) as notified to the
Company and The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) pursuant to
Section 28 of the SDI Ordinance or the Model Code for Securities Transactions by Directors of
Listed Companies (the “Model Code”) or as recorded in the register maintained by the Company
pursuant to Section 29 of the SDI Ordinance.

Number of ordinary shares of HK$0.01 each held

Personal Corporate Total
MName of director interests interests interests
Mr. Richard John Siemens - 100,631,627 100,631,627

(notes | and 2)

Mr. William Bruce Hicks 2,319,914 67,962,428 70,282,342
(note 1) (notes | and 3)

Mr. Kuldeep Saran 341,200 67,632,428 67,973,628
(note 1) (notes [ and 4)

Mr. Shane Frederick Weir 10,000 - 10,000
(note 1)

Notes:

I The number of shares was adjusted as a result of capital reorganisation and rights issue in November
and December 2002, as detailed in note |8 to the financial statements, respectively.

2. 2,400,000 shares are beneficially owned by Siemens Enterprises Limited, a company controlled by
Mr. Richard fohn Siemens. 98,231,627 shares are beneficially owned by Goldstone Trading Limited, a
company controlled by Mr. Siemens.

3. 67,962,428 shares are beneficially owned by Great Wall Holdings Limited, a company controlled by
Mr. William Bruce Hicks.

4. 67,632,428 shares are beneficially owned by Future (Holdings) Limited, a company controlled by Mr.
Kuldeep Saran.

The interests of the directors in the share options of the Company are separately disclosed
under the heading of “Arrangement to enable directors to acquire shares or debentures” below.

Save as disclosed above, none of the directors, the chief executive and/or any of their associates
had any interests in the shares or debt securities of the Company or any of its associated
corporations (as defined in the SDI Ordinance) as at 3| December 2002 pursuant to the SDI
Ordinance and the Model Code.




ARRANGEMENT TO ENABLE DIRECTORS TO ACQUIRE SHARES OR

LEBENTURES

€-KONG Group Limited

Directors’ Report (Contd)

In accordance with the Old Share Option Scheme which particulars are further described under

the heading of “Share Option Schemes” below, other than 7,751,850 share options granted to

directors which were cancelled, there were no share options granted, exercised, cancelled and

lapsed during the year.

Details of movements in share options granted to directors and eligible employees under the

Old Share Option Scheme during the year and their share options remaining outstanding as at 3|

December 2002 were as follows:

Number of share options

Adjusted As at Granted Exercised Canceiled! As at 31
Date of Exercisable exercise | January during during lapsed during December
grant period price 2002 Adjusted the year the year the year 2002
{note 1} {note 2)
HK$
Director
Mr. Richard John 24.01.2000 24.01.2000-
Siemens 24.10.2009 230 28,700,000 2,870,000 - - (2,870.,000) -
Mr. Derrick 25.10.1999 25.10.2000-
Francis Bulawa 24.10.2009 .40 23961235 2,396,124 - - (2,396,124) -
16.11.1999 16.11.2000-
24.10.2009 1.60 4,750,000 475,000 - - {475,000) -
23.12.1999 23.12.2000-
24.10.2009 2,00 250,000 25,000 - - (25,000) -
03.01.2000 03.01.2001—
24.10.2009 2.30 25,000 2,500 - - {2,500 -
25.10,2000 25.10.2001-
24.10.2009 1.20 9,532,274 953,226 - - (953.226) -
38,518,509 3,851,850 - - (3.851,850) -
Mr. Lim Shyang 25.10.1999 25.10.2000-
Guey 24.10.2009 1.40 4,500,000 450,000 - - (450.000) -
24.01.2000 21.02,2000-
24.10.2009 2.30 1,500,000 150,000 - - (150,000) -
25.01.2000 01.03.2000-
24.10.2009 2.30 500,000 50,000 - - (50,000) -
03.03.2000 03.04.2000-
24.10.2009 7.60 3,800,000 380,000 - - (380.000) -
10,300,000 1,030,000 - - (1,030,000) -
77,518,509 7,751,850 - - (7.751,850) -
{note 3)

oooooooooooooAnnua|Rep0rt2002




e-KONG Group Limited

oooooooooooooAnnualRepOI‘tZOOZ

5)

()]

Directors’ Report (Contd)

ARRANGEMENT TO ENABLE DIRECTORS TO ACQUIRE SHAR

DEBENTURES (Contd)

Number of share options

ES OR

Adjusted As at Granted Exercised Cancelled/ As at 31
Date of Exercisable exercise | January during during lapsed during December
grant period price 2002 Adjusted the year the year the year 2002
{note 1} {note 2}
HKS
Employees

25.10.1999 25.10.2000-
24.10.2009 1.40 13,650,000 1,365,000 - - - 1,365,000

16.11.199% 16.11.2000-
24.10.2009 .60 75,000 7,500 - - - 7,500

23.12.199% 23.12.2000-
24.10.2009 2.00 3,700,000 370,000 - - - 370,000

03.01.2000 03.01.2001~
24.10.2009 230 3,000,000 300,000 - - - 300,000

24.01.2000 21.02.2000-
24.10.2009 2.30 6,000,000 600,000 - - - 600,000

25.01.2000 01.03.2000~
24.10.2009 2.30 2,000,000 200,000 - - - 200,000

03.03.2000 03.04.2000-
24.10.2009 7.60 15,200,000 1,520,000 - - - 1,520,000

03.03.2000 03.03.2001-
24.10.2009 7.60 3,150,000 315,000 - - - 315,000

28.04.2000 28.04.2001-
24.10.2009 3.30 4,915,000 491,500 - - - 491,500

09.08.2000 09.08.2001-
24.10.2009 2.30 550,000 55,000 - - - 55,000

25.10.2000 25.10,2001-
24.10.2009 1.20 400,000 40,000 - - - 40,000

16.05.2001 16.05.2001-
01.04.2003 0.80 200,000 20,000 - - - 20,000
52,840,000 5,284,000 - - - 5,284,000
TOTAL 130,358,509 13,035,850 - - (7,751,850} 5,284,000
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Directors’ Report (Contd)

ARRANGEMENT TO ENABLE DIRECTORS TO ACQUIRE SHARES OR
DEBENTURES (Contd)

Notes:

I The exercise price per share option was adjusted by multiplying by 20 and then being divided by 2
as a result of capital reorganisation and rights issue in November and December 2002, as detailed in
note 18 to the financial statements, respectively.

2. The number of share options was adjusted by being divided by 20 with any fraction rounded down
to the nearest integer and then multiplying by 2 as a result of capital reorganisation and rights issue
in November and December 2002, as detailed in note 18 to the financial statements, respectively.

3 Deed of Cancellation was entered into between the Company and each of Mr. Richard John Siemens,
Mr. Derrick Francis Bulawa and Mr. Lim Shyang Guey on 3| December 2002, pursuant to which the
said directors voluntarily cancelled their outstanding share options of 7,751,850 in total on 31
December 2002.

As at 3| December 2002, no share options were granted by the Company under the New Share
Option Scheme of the Company since its adoption on 28 June 2002. The particulars of the
relevant schemes are further described under the heading of “Share Option Schemes” below.

Apart from the above, at no time during the year was the Company or any of its subsidiaries a
party to any arrangément to enable any director or the chief executive of the Company to
acquire benefits by means of the acquisition of shares in, or debentures of, the Company or any
other body corporate, and neither the directors, nor the chief executive, nor any of their
spouses or children under the age of 18 had any interest in, or had been granted, any right to
subscribe for the shares in or debentures of the Company or its associated corporation (within

the meaning of the SDI Ordinance), or had exercised any such right during the year.
DIRECTORS’ SERVICE CONTRACTS

The independent non-executive directors of the Company entered into service contracts with
the Company for an initial one year fixed period ended on 3| December 2002 and thereafter
continued until terminated by giving to the other party at least one calender month’s notice in

writing thereof.

As at 3| December 2002, none of the directors proposed for re-election at the forthcoming
annual general meeting has a service contract with the Company or its subsidiaries which is not
determinable by the Group within one year without payment of compensation (other than
statutory compensation).

0000000000 0o o Annual Report2002
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DIRECTCORS’ INTERESTS IN CONTRACT OF SIGNIFICANCE

No contract of significance to which the Company or any of its subsidiaries was a party and in
which a director of the Company had a material interest, whether directly or indirectly, subsisted

at the end of the year or at any time during the year.

SUBSTANTIAL SHAREHOLDERS

As at 3| December 2002, the register of substantial shareholders maintained by the Company
under section 16(!) of the SDI Ordinance showed that, other than the interests disclosed under
the heading of “Directors’ interests in securities” above, the following shareholders had an

interest of 10% or more of the Company’s issued share capital :

Percentage of

Name of Number of total issued
shareholder shares held share capital
Goldstone Trading Limited 98,231,627* 20.9%
Great Wall Holdings Limited 67,962,428* 14.4%
Future (Holdings) Limited 67,632,428%* 14.4%

* These interests represent the same interests as corporate interests of Mr. Richard John Siemens (being
held through Goldstone Trading Limited), Mr. Kuldeep Saran and Mr. William Bruce Hicks as disclosed in
the notes to the description under the heading of “Directors’ interests in securities” above.

Save as disclosed above, the Company has not been notified of any other interests representing

10% or more of the Company’s issued share capital as at 31 December 2002.
SHARE CAPITAL

Details of movements in the Company’s share capital during the year and the purpose of the

shares issued are set out in note |8 to the financial statements.
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SHARE OPTION SCHEMES

(=)

(®)

Company

Pursuant to the employee share option scheme of the Company (the “Old Share Option
Scheme”) adopted in a special general meeting held on 25 October 1999, the directors of
the Company might, at their discretion, invite eligible employees of the Group, including
executive directors of the Company, to take up options to subscribe for shares in the
Company under the terms and conditions stipulated therein. The Old Share Option Scheme
was subsequently terminated by the Company in a special general meeting held on 28 June
2002 but the share options granted but not yet exercised thereunder would however

remain effective and are bound by terms therein.

On 28 June 2002, the Company adopted a new share option scheme (the “New Share
Option Scheme”) to comply with the new requirements of Chapter |17 of the Listing Rules.
Under the New Share Option Scheme, the Board may at its discretion grant share options
to (i) any director, employee, consultant, customer, supplier, business introduction agent, or
legal, financial or marketing adviser of or contractor to any company in the Group or any
affiliate; and/or (ii) any discretionary trust the discretionary objects of which include any
of the foregoing, under the terms and conditions stipulated therein. No share options have
ever been granted by the Company under the New Share Option Scheme since adoption.

Subsidiaries

Pursuant to the respective employee share option schemes (the “Old Subsidiary Schemes”)
adopted by certain subsidiaries of the Company under the terms and conditions of the
rules and procedures for share option schemes for subsidiaries of the Company (the “Old
Scheme Rules and Procedures”) as adopted and approved by the Company in a special
general meeting held on 25 April 2001, certain directors and the chief executive of the
Company, who are also directors of those subsidiaries, and employees of those subsidiaries
were eligible to subscribe for shares in the respective subsidiaries under the terms and
conditions stipulated therein. The Old Subsidiary Schemes were subsequently terminated
by the subsidiaries upon the cancellation of the Oid Scheme Rules and Procedures in a
special general meeting of the Company held on 28 June 2002. No share options have ever
been granted by the subsidiaries under their respective Old Subsidiary Schemes since

adoption.

oooooooooooooAnnua|RepOl“t2002
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SHARE OPTION SCHEMES (Contd)

(&)

Subsidiaries (Cont'd)

On 28 June 2002, the Company adopted new scheme rules and procedures for share
option schemes for its subsidiaries (the “New Scheme Rules and Procedures™) to comply
with the new requirements of Chapter 17 of the Listing Rules. The subsidiaries may adopt
their respective share options schemes in terms and conditions of the New Scheme Rules
and Procedures, pursuant to which the board of directors of each of the relevant subsidiaries
may at its discretion grant their respective share options to (i) any director, employee,
consultant, customer, supplier, business introduction agent, or legal, financial or marketing
adviser of or contractor to the subsidiaries and their subsidiaries, any of their holding
companies or any affiliate; and/or (ii) any discretionary trust the discretionary objects of
which include any of the foregoing. No subsidiaries have ever adopted their respective
share option schemes pursuant to the terms and conditions of the New Scheme Rules and

Procedures since adoption.

Summary of principal terms of the New Share Option Scheme and New Scheme Rules and

Procedures are as follows:

)

()

Purpose

The scheme is designed to enable the board to grant share options to eligible participants
as (i) incentives and/or rewards in recognition or acknowledgement of the contributions
that eligible participants have made and will make to the group; and (ii) motivation to high
calibre employees for high levels of performance in order to enhance long-term shareholder

value.
Maximum number of shares

The total number of shares in respect of which share options may be granted (together
with share options exercised and then outstanding) under the scheme and to be granted
under any other share option schemes, shall not in aggregate exceed such number of
shares representing 10% of the shares in issue as at the date of approval of the scheme
unless shareholders’ approval has been obtained pursuant to the scheme. (As at the date
of the annual report, the total number of shares available for issue under the New Share
Option Scheme is 8,582,762, representing |.8% of the issued share capital of the Company
as of that date.)
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Directors’ Report (Contd)

SHARE OPTION SCHEMES (Contd)

)

(iii)

(iv)

Maximum number of shares (Contd)

The maximum number of shares issued and which may fall to be issued upon the exercise
of the share options granted under the scheme and any other share option schemes
{(including both exercised and outstanding share options) to each eligible participant shall
not exceed |% of the shares in issue for the time being in any 12 month period up to and
including the date of grant.

Exercise period and payment on acceptance of share options

A share option may be exercised in accordance with the terms of the scheme at any time
during a period to be determined and notified by the directors to each grantee, subject to
a maximum period of 10 years from the date of grant.

A share option shall be deemed to have been granted and accepted and to have taken
effect when the duplicate letter comprising acceptance of the offer of the grant of a share
option duly signed by the grantee (for the New Share Option Scheme) or the acceptance
of the offer of the grant of a share option duly acknowledged by the grantee in such form
as the board may from time to time determine (for the New Scheme Rules and Procedures)
together with a remittance in favour of the company of HK$1.00 (or its US$ equivalent) in
consideration of the grant thereof is received by the company on a business day not later
than 28 days from the offer date.

Basis of determining the subscription price
New Share Option Scheme

Subject to the terms of the scheme and the provisions of the Listing Rules, the subscription
price in respect of any share option shall be at least the highér of (i) the closing price of
the shares as stated in the Stock Exchange’s daily quotations sheets on the date of grant;
and (ii) the average closing price of the shares as stated in the Stock Exchange’s daily
quotations sheets over the 5 business days immediately preceding the date of grant; and
(i) the nominal value of a share.

©
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Directors’ Eepert (Contd)

SHARE OPTION SCHEMES (Cont'd)

(v) DBasis of determining the subscription price (Contd)
New Scheme Rules and Procedures
Subject to the terms of the scheme and the provisions of the Listing Rules, the subscription
price in respect of any share option shall not be less than the par value of a share
provided that if the share option is intended to qualify as an incentive stock option under
the tax laws of the United States, the subscription price thereof shall not be less than the
fair market value of a share as detailed therein.

(v) Remaining life of the scheme

The scheme will be valid and effective, at the discretion of the board of directors, subject

to a maximum period of |0 years from the date of adoption of the scheme.
PARTICULARS OF PRINCIPAL SUBSIDIARIES

Particulars regarding the principal subsidiaries of the Company are set out in note 10 to the

financial statements.
LIQUIRITY

As at 3| December 2002, the Group has managed to maintain stable liquidity with cash and cash
equivalents of approximately HK$38,795,000 (2001: HK$118,456,000).

BANK LOANS AND OVERDRAFTS

The Group has no bank loans and overdrafts as at 31 December 2002. There was no interest
capitalised by the Group during the year.

PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S LISTED
SECURITIES

During the year, neither the Company nor any of its subsidiaries has purchased, sold or redeemed
any of the Company’s listed securities.
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Directors’ RBepert (Contd)

RETIREMENT BENEFITS SCHEMES

Since December 2000, the Group, other than overseas subsidiaries, has operated a Mandatory
Provident Fund Scheme (*MPF Scheme”) under the rules and regulations of the Mandatory
Provident Fund Schemes Ordinance for all qualifying employees. The assets of the MPF Scheme
are held separately from those of the Group and are under the control of independent trustees.
Under the MPF Scheme, both the Group and each of the qualifying employees are required to
make monthly contributions at 5% of the qualifying employee’s monthly income, up to a maximum
of HK$1,000 each per month. The employees may also choose to make voluntary matching
contribution above the said maximum level. The contributions from the MPF Scheme charged to
the income statement represent contributions payable to the MPF Scheme by the Group, other

than overseas subsidiaries, to funds at rates specified in the rules of the MPF Scheme.

The overseas subsidiaries have also operated their pension schemes or similar arrangement for
their employees in accordance with the statutory limits prescribed by the relevant legal

requirements.

At the balance sheet date, the Group had no significant forfeited contributions which arose upon
employees leaving the MPF Scheme and which are available to reduce the contributions payable

by the Group in the future years.
PARTICULARS OF DIRECTCRS

Biographical details of directors of the Company are set out on pages 21 and 22 under Directors’

Profile.
REMUNZERATION POLICIES AND EMPLOYEE RELATIONS

As at 31 December 2002, the Group employed 214 full-time employees. The Group has maintained

good relationships with its employees.

SUBSEQUERNT EVENT

g

In January 2003, the Group entered into a sale and purchase agreement with an independent
third party to dispose of two of the Company’s subsidiaries at a consideration of HK$1.5 million.
Those subsidiaries held substantially all assets and liabilities acquired, created and assumed by the

event management-related business undertaken by the Group.

oooooooooooooAnnua|RepOI"t2002




e-KORNG Group Limited

ocoo0o00000o0o0o0 oo Annual Report2002

3

)

b

Directors’ Bepor (Contd)

CODE OF BEST PRACTICE

None of the directors of the Company is aware of any information that would reasonably
indicate that the Company is not, or was not, throughout the year ended 31 December 2002, in
compliance with the Code of Best Practice as set out in Appendix |4 to the Rules Governing the

Listing of Securities on the Stock Exchange.
AUDIT COMMITTEE

The audit committee has reviewed with management the accounting principles and practices
adopted by the Group and discussed auditing, internal control and financial reporting matters
including the review of the draft audited financial statements for the year ended 3|1 December
2002.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Company’s Bye-laws or the laws of

Bermuda although there are no restrictions against such rights under the laws of Bermuda.
AUDITGR

A resolution will be submitted to the forthcoming annual general meeting of the Company to re-
appoint the auditors, Messrs. Moores Rowland, Chartered Accountants, Certified Public Accountants.

On behalf of the Board
Richard John Siemens
Chairman

Hong Kong, 10 April 2003
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Directors’ Profile

Richard john Siemens, 58, Chairman, joined the Group in January 2000. Mr. Siemens is a key
figure in the telecommunications industry, and is the Chairman and a founding member of
Distacom Communications Limited. He is also a founding member, Co-Chairman and Executive
Director of SUNDAY Communications Limited. Born and raised in Canada, Mr. Siemens was
trained as a Chartered Accountant and came to Hong Kong in 1979.1n 1984, he formed Hutchison
Telephone Company Limited in partnership with Hutchison Whampoa and Motorola. While being
Group Managing Director of Hutchison Telecommunications Limited, Mr. Siemens was instrumental
in the establishing other leading companies including AsiaSat, STAR TV and Metro Radio. He also

managed Hutchison’s move into the European wireless business with “Orange”.

Kuldeep Saran, 51,Vice Chairman, joined the Group in December 2001. Mr. Saran has wide
experience of all aspects of telecommunications, and is a leading architect of the Company’s
strategic development. He is also an Executive Director of Distacom Communications Limited
and SUNDAY Communications Limited. Mr. Saran joined Distacom from Deutsche Bank where he
was the head of the Asia Pacific telecoms group. Prior to that Mr. Saran was director of planning
at Hutchison Telecommunications responsible for the development and execution of new businesses
in Europe and Asia. Before moving to Hong Kong in 1992, Mr. Saran was the country head of
Motorola for India. He holds a Bachelors degree in Engineering and an M.B.A.

Derrick Francis Bulawa, 39, joined the Group as Chief Executive Officer in September 1999
and was appointed in October 1999 as Executive Director. Mr. Bulawa, founder of the Zone
business and President of ZONE Telecom Inc., USA, is currently based in the United States,
where he is spearheading the Company’s expansion into the market. Mr. Bulawa was among the
key founders of STAR TV and also served as Chief Operating Officer for the US based UNIFI
Communications. His experience includes over |18 years in the global telecommunications, satellite
communications, and data communications business sector. Mr. Bulawa received his Bachelor of
Science degree in Electronic Engineering Technology from the DeVry Institute of Technology in
the United States.

Lim Shyang Guey, 43, was appointed as Executive Director in October 1999. Mr. Lim is
responsible for executing the Group’s overall corporate strategy. Prior to coming to Hong Kong,
Mr. Lim had worked in New Zealand, Russia, Malaysia and Singapore mainly in the
telecommunications and technology-related industries. Mr. Lim holds a Bachelor of Engineering

degree and a Master of Engineering degree, both from the University of Auckland in New
Zealand.
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Directors’ Profile (contd)

William Bruce Hicks, 41, was appointed as Non-executive Director of the Company in December
2001. He is the Group Managing Director of SUNDAY Communications Limited, a mobile telephone
company based in Hong Kong. Mr Hicks is also an Executive Director of Distacom Communications
Limited, a major shareholder of SUNDAY. Prior to joining Distacom as partner in 1994, Mr. Hicks
was at Hutchison Telecom in Hong Kong and Motorola inc. in the United States. He received his
B.S.E.E. degree from Michigan Technological University in 1983 and an M.B.A. from the International
Management Institute in Geneva, Switzerland in 1987. Mr. Hicks, a Canadian citizen, is married

with two children.

Shane Frederick Weir, 48, was appointed as Independent Non-executive Director of the
Company in August 2001. Mr. Weir is a qualified solicitor and consultant with Weir & Associates,
Solicitors & Notaries. Born and educated in Canada, Mr. Weir concentrates on corporate
commercial tax and securities matters. He has practiced in Hong Kong since 1985 and for several
years was employed in Hong Kong as an associate with Phillips & Vineberg, one of the oldest and
most respected commercial law firms in North America. Mr. Weir qualified as a solicitor, barrister,

and notary public in Canada and a solicitor in the United Kingdom as well as in Hong Kong.

Matthew Brian Rosenberg, 31, was appointed as Independent Non-executive Director of the
Company in August 2001. Mr. Rosenberg is currently the Vice-President of International Sales and
Operations for Forgent Networks. His international management experience spans |0 years
through Asia, Australia, and Europe. He has successfully developed revenue-generating business
models in those regions, primarily in the Telecoms and leading-edge technology sectors. He holds

a Bachelor of Arts in Japanese and Spanish from the University of Amherst, Massachusetts.
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Auditers’ Report

vioores Row.ano

To the members of
e-Kong Group Limited
(incorporated in Bermuda with limited liability)

We have audited the financial statements on pages 24 to é4 which have been prepared in
accordance with accounting principles generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Company’s directors are responsible for the preparation of financial statements which give a
true and fair view. In preparing financial statements which give a true and fair view it is fundamental
that appropriate accounting policies are selected and applied consistently.

It is our responsibility to form an independent opinion, based on our audit, on those statements
and to report our opinion to you.

BASIS OF OPINION

We conducted our audit in accordance with Statements of Auditing Standards issued by the
Hong Kong Society of Accountants. An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the financial statements. It also includes an assessment
of the significant estimates and judgements made by the directors in the preparation of the
financial statements, and of whether the accounting policies are appropriate to the Company’s
and the Group’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which
we considered necessary in order to provide us with sufficient evidence to give reasonable
assurance as to whether the financial statements are free from material misstatement. In forming
our opinion we also evaluated the overall adequacy of the presentation of information in the
financial statements. We believe that our audit provides a reasonable basis for our opinion.

OPINION

In our opinion the financial statements give a true and fair view of the state of affairs of the
Company and of the Group as at 31 December 2002 and of the loss and cash flows of the Group
for the year then ended and have been properly prepared in accordance with the disclosure
requirements of the Hong Kong Companies Ordinance.

Moores Rowland
Chartered Accountants
Certified Public Accountants

Hong Kong, 10 April 2003
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€-KGNG Group Limited

Consciidated Income Statement
For the year ended 3| December 2002

S 2002 2001
o~ Note HK$’000 HK$’000
2
Q
5] Turnover 3 316,746 263,896
o
s
2 Cost of sales (226,986) (214,038)
c
<
o Gross profit 89,760 49,858
© Other revenue 3 313 4,216
2 Other income 3,039 -
o
© Distribution costs (25,428) (22,370)
g Business promotion and marketing expenses (6,853) (31,166)
o} Operating and administrative expenses (139,661) (176,615)
© Other operating expenses (77,176) (76,688)
o
o
o Loss from operations (156,006) (252,765)
Finance costs 4 {1,089) (1,216)
fntangible assets and goodwill written off 4 - (114,795)
Provision for diminution in value of
investment securities (27,982) (72,021)
Unrealised holding loss on other investments (3,017) (240,476)
Share of results of associates 1,908 (752)
Loss from ordinary activities before taxation 4 (i86,274) (682,025)
Taxation 6 - -
Loss from ordinary activities after taxation (186,274) (682,025)
Minority interests - 710
Net loss attributable to shareholders 7 & 20 (186,274) (681,315)
Loss per share 8
— Basic (HK$0.74) (HK$6.75)

— Diluted NIA N/A




e-KONG Group Limited

Conscolidated Balance Sheet
As at 31 December 2002

2002 2001 §
Note HK$°000 HK$°000 o~
t
(o]
ASSETS AND LIABILITIES >
o
Non-current assets S
Property, plant and equipment 9 196,730 215,428 P
Interests in associates I - 4,838 <
Investment securities /2 3,452 31,434 ©
o
o
194,182 251,700 o
0
Current assets o
Other investments /3 9i 47,737 o
Trade and other receivables 14 5§,908 54,230 ©
Pledged deposits 15 7,740 7,107 2
Bank balances and cash 31,055 111,349 5
el
90,794 220,423 o)
Current liabilities
Trade and other payables 16 86,210 98,556
Current portion of obligations under finance leases 17 6,566 11,372
87,776 109,928
Net current assets 3,0i8 110,495
Total assets less current liabilities 197,200 362,195
Long-term liabilities
Obligations under finance leases 17 830 4,885
NET ASSETS 196,370 357,310
CAPITAL AND RESERVES
Issued capital 18 4,709 103,665
Reserves 20 191,661 253,645
196,370 357,310

Approved and authorised for issue by the Board of Directors on 10 April 2003

Richard jJohn Siemens Kuldeep Saran
Director Director
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Balance Sheet
As at 3/ December 2002
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2002 200!
Note HK$ 000 HK$'000
ASSETS AND LIABILITIES
MNon-current assets
Property, plant and equipment 9 539 ILi15
interests in subsidiaries 10 184,564 515,300
Interests in associates I - 6,806
185,103 523,221
Current assets
Trade and other receivables 14 2,168 843
Pledged deposits 15 3,045 3,007
Bank balances and cash 16,336 90,577
20,549 94,427
Current liabilities
Trade and other payables 16 10,094 7,337
Net current assets 11,455 87,090
MNET ASSETS 196,558 610,311
CAPITAL AND RESERVES
Issued capital /8 4,709 103,665
Reserves 20 190,849 506,646
196,558 610,311

Richard John Siemens

Director

Kuldeep Saran

Director

Approved and authorised for issue by the Board of Directors on [0 April 2003




e-KONG Group Limited

Consolidated Statement of Changes in Equity

For the year ended 3! December 2002

Capital S
Share Share Exchange  redemption  Goodwill on  Contributed Accumulated (?!
capital premium reserve reserve  consolidation surplus losses Total e
HK$'000 HK$'000 HK$'000 HK$000 HK$'000 HK$:000 HK$000 HK$'000 qg)_
o
As at | January 2001 40,879 1,122,734 (388) 6 (69,335) - (252,280) 841,616 §
Shares issued at premium 62,786 70,638 - - - - - 133,424 E
Shares issue expenses - (6.131) - - - - - (6,131) <
Exchange difference on ©
translation of foreign 2
subsidiaries - - 38l - - - - 381 o
Goodwill on consolidation 0
written off - - - - 69,335 - - 69,335 ©
Net loss attributable to g
shareholders - - - - - - (681.315) (681,315) o
o
As at 31 December 2001 103,665 1,187,241 U] 6 - - (933,595) 357,310 2
Q
Preference shares converted
1o shares (9,680) - - - - - - (9.680)
Shares issued upon preference
shares conversion 194 9.486 - - - - - 9,680
Reduction of nominal value
of shares from
HK$0.02 each w0
HK$0.0005 each (91,824) ~ - 91,824 - - - -
Capital reorganisation - {1,196,239) - (91,824) - 607,462 680,601 -
Shares issued at premium
on rights issue 2,354 25,895 - - - - - 28,253
Shares issue expenses - (2,928) - - - - - (2,928)
Exchange difference on
translation of foreign
subsidiaries - - 7 - - - - 7

Net loss attributable to

shareholders - - - - -

1

(186,274) (186,274)

As at 3| December 2002 4,709 13,461 - [} - 607,462 (439,268) 196,370




e-KONG Group Limited

Consolidated Cash Flow Statement
For the year ended 31 December 2002

S 2002 2001
o~ Note HK$’000 HK$°000
b
| 5%
8_ OPERATING ACTIVITIES
&’ Cash used in operations 21 (101,945) (191,292)
= Interest received 303 4216
3 Interest on obligations under finance leases {1,0890) (1,216)
c
< Net cash used in operating activities {102,712} (188,292)
o
© INVESTING ACTIVITIES
© Purchase of property, plant and equipment {24,777} (134,564)
o ; .
° Purchase of intangible assets - (4,313)
o Purchase of investment securities and
o other investments - (131,294)
o Proceeds from disposal of property, plant
o and equipment 713 1,181
o Proceeds from disposal of other investments 30,664 23,200
o Net (repayment from)/advances to associates (15) 7,195
o Purchase of a subsidiary (net of cash and
0 cash equivalents acquired) - (1,603)
Disposal of subsidiaries (net of cash and
cash equivalents disposed) - 15,000
Net cash generated from/{used in)
investing activities 6,585 (225,198)
FINANCING ACTIVITIES
Issue of shares 25,327 127,293
Capital contributed by minority shareholders - 591
Repayment of obligations under finance leases {8,861) (8,926)
Net cash generated from financing activities 16,466 118,958
Net decrease in cash and cash equivalents (79,661) (294,532)
Cash and cash eguivaients as at | January 198,456 412,988
Cash and cash equivalents as at 3| December 38,795 118,456
Analysis of the balances of cash and
cash equivalents
Pledged deposits 7,740 7,107
Bank balances and cash 31,0585 111,349

38,795 118,456




e-KONG Group Limited

Notes to the Financial Statements
For the year ended 3! December 2002

GENERAL

The Company is incorporated in Bermuda as an exempted company with limited liability
and its ordinary shares are listed on The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”).

PRINCIPAL ACCOUNTING POLICIES

These financial statements have been prepared in accordance with Statements of Standard
Accounting Practice (“SSAP”) and Interpretations issued by the Hong Kong Society of
Accountants, accounting principles generally accepted in Hong Kong and the disclosure
requirements of the Hong Kong Companies Ordinance. A summary of the principal

accounting policies adopted by the Group is set out below.

Basis of preparation

The measurement basis used in the preparation of the financial statements is historical
cost, modified by revaluation of certain investments in securities as explained in the
accounting policies set out below.

Basis of consolidation

The consolidated financial statements include the financial statements of the Company and
its subsidiaries made up to 31 December 2002.

The results of subsidiaries acquired and disposed of during the year are accounted for

from the effective dates of acquisition or up to the effective dates of disposal respectively.

All significant inter-company transactions and balances within the Group have been eliminated

on consolidation.

Losses attributable to minority shareholders of partly owned subsidiaries are accounted
for based on the respective equity owned by the minority shareholders. Thereafter, the
Group assumes all further losses.
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Notes o the Financial Statemenis (Conrd)
For the year ended 3/ December 2002

PRINCIPAL ACCOUNTING POLICIES (Contd)
Goodwill on consolidation

Positive goodwill arising on consolidation represents the excess of the cost of the acquisition
over the Group’s share of the fair value of the identifiable assets and liabilities acquired.
Positive goodwill is amortised to the consolidated income statement on a straight-line
basis over its estimated useful life. Positive goodwill is carried as an asset in the consolidated

balance sheet at cost less any accumulated amortisation and any impairment losses.

Negative goodwill arising on acquisitions of subsidiaries and associates represents the
excess of the Group’s share of the fair value of the identifiable assets and liabilities
acquired over the cost of the acquisition. To the extent that negative goodwill relates to an
expectation of future losses and expenses that are identified in the plan of acquisition and
can be measured reliably, it is recognised in the consolidated income statement when the
future losses and expenses are recognised. Any remaining negative goodwill up to the fair
values of the non-monetary assets acquired is recognised in the consolidated income
statement over the weighted average useful life of depreciable non-monetary assets. Negative
goodwill in excess of the fair values of the non-monetary assets acquired is recognised

immediately in the consolidated income statement.

On disposal of a subsidiary or an associate during the year, any attributable amount of
purchased goodwill not previously amortised through the consolidated income statement
or which has previously been dealt with as a movement on Group reserves is included in

the calculation of the profit or loss on disposal.
Subsidiaries

A subsidiary is an enterprise, in which the Group or the Company, directly or indirectly,
has the power to govern the financial and operating policies so as to obtain benefits from
its activities. Investments in subsidiaries in the Company’s balance sheet are stated at cost
less accumulated impairment losses. The carrying amount of the investment is reduced to

its recoverable amount on an individual basis.




2-KONG Group Limited

Notes toc the Financial Statements (conty)

For the year ended 3! December 2002

PRINCIPAL ACCOUNTING POLICIES (Contd)
Associates

An associate is an enterprise in which the Group has significant influence and which is
neither a subsidiary nor a joint venture. The consolidated income statement includes the
Group's share of the results of the associates for the year, and the consolidated balance
sheet includes the Group’s share of net assets of the associates and also goodwill or

negative goodwill on acquisition net of accumulated amortisation.

Equity accounting is discontinued when the carrying amount of the investment in an
associate reaches nil, unless the Group has incurred obligations or guaranteed obligations

in respect of the associate.
Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and

accumulated impairment loss.

The cost of an item of property, plant and equipment comprises its purchase price and any
directly attributable costs of bringing the asset to its working condition and location for
its intended use. Major costs incurred in restoring assets to their normal working conditions
are charged to the income statement. Improvements are capitalised and depreciated over
their expected useful life.

The gain or loss arising from the retirement or disposal of property, plant and equipment
is determined as the difference between the estimated net sales proceeds and the carrying

amount of the assets and is recognised as an income or expense in the income statement.
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Notes te the Financial Statements (conty)
For the year ended 31 December 2002

PRINCIPAL ACCOUNTING POLICIES (Contd)
Property, plant and equipment (Contd)

Depreciation is provided to write off the cost less accumulated impairment loss of property,
plant and equipment over their estimated useful life from the date on which they become
fully operational and after taking into account of their estimated residual values, using the

straight-line method at the following rates per annum:

Leasehold improvement Over the remaining lease term
Machinery and equipment 20% — 33%
Office equipment, furniture and fittings 20% — 33%

Assets held under finance lease are depreciated over their expected useful lives on the

same basis as owned assets or, where shorter, the terms of the leases.
investments in securities

investment securities held on a continuing basis with an identified long-term purpose are
stated at cost and subject to impairment review at each reporting date to reflect any
diminution in their value, which is expected to be other than temporary. The amount of
provisions is recognised in the income statement in the period in which the decline

occurs.

Securities not classified as investment securities are classified as other investments, which
are stated at fair value in the balance sheet. The unrealised holding gains and losses for

other investments are included in the income statement.

The gain or loss on disposal of investment securities and other investments is the difference
between net sales proceeds and the carrying amount of the securities and is accounted for

in the period in which the disposal occurs.
impairment

At each balance sheet date, the Company reviews the carrying amounts of its tangible and
intangible assets to determine whether there is any indication that those assets have
suffered an impairment loss. If the recoverable amount of an asset is estimated to be less
than its carrying amount, the carrying amount of the asset is reduced to its recoverable
amount. Impairment loss is recognised as an expense immediately.




e-KONG Group Limited

Notes to the Financial Statements (conto)
For the year ended 3} December 2002

PRINCIPAL ACCOUNTING POLICIES (Contd)
Impairment (Cont'd)

Where an impairment loss subsequently reverses, the carrying amount of the asset is
increased to the revised estimate of its recoverable amount, to the extent that the increased
carrying amount does not exceed the carrying amount that would have been determined
had no impairment loss been recognised for the asset in prior years. A reversal of an

impairment loss is recognised as income immediately.
Revenue recognition

Revenue is recognised when it is probable that the economic benefits will flow to the

Group and when the revenue can be measured refiably.

income in respect of telecommunications services provided to customers is recognised
when the services are rendered.

Income in respect of corporate management services is recognised when the event
management services are rendered.

Other income includes internet security solution services income, szfe of computer hardware
and software, and insurance and management coasuiting income. Internet security solution
services income, and insurance and management consufting income are recognised in the
period when the services are rendered. Sale of computer hardware and software is
recognised when goods are defivered and title has passed.

Interest income is accrued on a time proportion basis on the principal outstanding and at
the interest rate applicable.

Leasing
Leases are classified as finance [eases whenever the terms of the lease wransfer substantiafly

all the risks and rewards of ownership to the [essee. All other feases are classified as

operating leases.
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Notes to the Financial Statements (conty)
For the year ended 31 December 2002

PRINCIPAL ACCOUNTING POLICIES (Contd)
Leasing (Contd)

Assets held under finance leases are recognised as assets at the lower of the fair value of
the leased assets and the present value of the minimum lease payments. The corresponding
liability to the lessor is included in the balance sheet as a finance lease obligation. Finance
costs, which represent the difference between the total leasing commitments and the fair
value of the assets acquired, are charged to the income statement over the term of the
relevant lease so as to produce a constant periodic rate of charge on the remaining

balance of the obligations for each accounting period.

Rentals payable under operating leases are recognised as an expense on the straight-line

basis over the lease terms.
Foreign currencies

Transactions in foreign currencies are translated at the approximate rates of exchange
ruling at the transaction dates. Monetary assets and liabilities denominated in foreign
currencies at the balance sheet date are retranslated at the approximate rates of exchange

ruling at that date. Translation differences are included in the income statement.

On consolidation, the balance sheet of overseas subsidiaries denominated in currencies
other than Hong Kong dollars is translated at the approximate rates of exchange ruling at
the balance sheet date while the income statement is translated at average rates for the
year. All exchange differences arising on consolidation are dealt with in the exchange

reserve.
Taxation

The charge for taxation is based on the results for the year as adjusted for items which
are non-assessable or disallowed. Timing differences arise from the recognition for tax
purposes of certain items of income and expense in a different accounting period from
that in which they are recognised in the financial statements. The tax effect of timing
differences, computed using the liability method, is recognised as deferred taxation in the
financial statements to the extent that it is probable that a liability or asset will crystallise

in the foreseeable future. A deferred tax asset is not recognised unless its realisation is

assured beyond reasonable doubt.
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Notes to the Financial Statements (cont)
For the year ended 31 December 2002

PRINCIPAL ACCOUNTING POLICIES (Contd)
Retirement benefits schemes
The obligations for contributions to retirement benefits schemes are recognised as expenses

in the income statement as incurred. The assets of the schemes are held separately from
those of the Group in independent trustees.

TURNOVER AND REVENUE

Turnover and revenue recognised by category are analysed as follows:

Group
2002 2001
HK$’000 HK$’000
Turnover
Telecommunication services income 298,543 224,162
Corporate management services income 11,420 34,912
Others 6,783 4,822
3i6,746 263,896
Other revenue
Interest income 343 4,216

Revenue 217,059 268,112
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Notes to the Financial Statements (cont)

For the year ended 31 December 2002

4. LOSS FROM ORDINARY ACTIVITIES BEFORETAXATION

This is stated after charging:

{2)

(b}

Group
2002 2001
HK$°000 HK$°000
Finance costs
Finance charges on obligations under finance leases i,080 1,216
Other items
Amortisation of intangible assets included
in other operating expenses - 2,471
Auditors’ remuneration:
Current year 1,861 1,182
Overprovision in prior years {5810) -
Bad debts written off 6,266 27,237
Provision for doubtful debts 1,238 6,170
Cost of inventories and services provided 226,986 214,038
Depreciation of property, ptant and equipment:
Owned assets 41,385 29,937
Assets held under finance leases 5,837 2,197
Intangible assets and goodwill written off:
Intangible assets - 44208
Goodwill - 70,587
Loss on disposal of other investments 13,863 3,807
Loss on disposal of property, plant and equipment 1,630 1,471
Loss on disposal of properties held for sale - 2,111
Operating lease charges on premises 2,619 12,612
Staff costs, including retirement benefits
schemes contributions 167,583 122,423
Retirement benefits schemes contributions 2,983 3,577
Impairment loss on property, plant and
equipment included in other operating expenses 210 -




€-KONG Group Limited

Notes to the Financial Statements (cont9)
For the year ended 3! December 2002

DIRECTORS’ AND SENIOR EXECUTIVES’ REMUNERATION

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong Companies
Ordinance is as follows:

2002 2001

HK$’000 HK$°000

Fees 3,200 -
Salaries, other emoluments and other benefits in kind 3,842 4,211
Retirement benefits schemes contributions 70 12
7,102 4,223

Included in the directors’ remuneration were fees of HK$200,000 (2001: HK$Nil) paid to
the independent non-executive directors during the year.

In additions to the above emoluments, certain directors were granted share options under
the Company’s employee share option scheme. During the year, all of the share options
granted to directors were cancelled. Details of these benefits in kind are disclosed under
the paragraph “Arrangement to enable directors to acquire shares or debentures” in the
Directors’ Report.

In the absence of a ready market for the options granted on the shares of the Company,
the directors are unable to arrive at an accurate assessment of the value of the options
granted to the respective directors.

The remuneration of directors was within the following bands:

Number of directors

HK$ 2002 2001
Nil to 1,000,000 3 12
1,500,001 — 2,000,000 3 I
2,000,001 — 2,500,000 { !

7 14

No director waived or agreed to waive any remuneration during the year.
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Notes to the Financial Statements (conty)
For the year ended 31 December 2002

DIRECTORS’ AND SENIOR EXECUTIVES’ REMUNERATION (Contd)
Individuals with highest emocluments
Of the six (2001: five) individuals with the highest emoluments, four (2001: two) were

directors whose emoluments are disclosed above. The aggregate of the emoluments in

respect of the other two (2001: three) individuals were as follows:

2002 2001

HK$°000 HK$000

Salaries and other emoluments 3,486 4,981
Retirement benefits schemes contributions 5 -
Severance payment - 325
3,491 5,306

Number of individuals

HK$ 2002 2001
1,500,001 - 2,000,000 2 3
TAXATIORN

Hong Kong Profits Tax has not been provided as the Group incurred a loss for taxation

purposes for the year.

The major components of deferred taxation not (credited)/provided for the year are as

follows:
Group
2002 2001
HK$°000 HK$’000
Excess of tax allowances over depreciation {1,528) 504
Tax losses {93,291) (60,412)

(94,819) (59,908)




e-KONG Group Limited

Notes to the Financial Statements (conty)
For the year ended 3! December 2002

NET LOSS ATTRIBUTABLE TC SHAREHOLDERS

The net loss attributable to shareholders includes a loss of the Company amounted to
HK$439,080,000 (2001: HK$459,819,000) which has been dealt with in the financial
statements of the Company.

LOSS PER SHARE

The calculation of basic loss per share for the year ended 3| December 2002 was based
on the consolidated loss attributable to shareholders of HK$186,274,000 (2001:
HK$681,315,000) and on the weighted average number of 252,549,887 (2001: 100,890,430)

ordinary shares in issue during the year.

Diluted loss per share is not shown because the potential ordinary shares are anti-dilutive

and would decrease the loss per share.

The comparative amount of the loss per share has been adjusted as a result of share
consolidation and rights issue of 235,447,100 shares of the Company during the year.
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€-KONG Group Limited

Notes to the Financial Statements (cong)
For the year ended 31 December 2002

g 8. PROPERTY, PLANT AND EQUIPMENT
&
g Office
g Machinery equipment,
f and Leasehold furniture
g Group equipment improvement and fittings Total
é HK$'000 HK$'000 HK$'000 HK$000
o
o Cost
g As at | January 2002 231,993 938 22,209 255,140
o Additions 21,4%96 32 3,249 24,777
o Disposals (5,630) (237) (1,494) (7,361)
o
2 As at 31 December 2002 247,859 733 23,964 272,556
o
(O) Accumulated depreciation
o As at [ January 2002 30,634 232 7,846 39,712
Charge for the year 40,753 152 6,017 46,922
Impairment loss - - 210 210
Disposals (4,226) {198) (594) (5,018)
As at 31 December 20062 68,161 f8é 13,479 81,826
Ket book value
As at 31 December 2002 179,698 547 10,485 190,730
As at 3] December 20C! 200,359 706 14,363 215,428

The net book value of the Group’s property, plant and equipment includes an amount of
HK$5,537,000 (2001: HK$22,262,000) in respect of assets held under finance leases.
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Notes to the Financial Statements (contv)
For the year ended 3! December 2002

PROPERTY, PLANT AND EQUIPMENT (Contd)

Office
equipment,
Leasehoid furniture
Company improvement and fittings Total
HK$'000 HK$'000 HK$’000
Cost
As at | January 2002 I 2,029 2,040
Disposals (11) (97) (108)
As at 31 Dece‘mber 2002 - 1,932 1,932
Accumulated depreciation
As at | January 2002 ! 914 925
Charge for the year - 559 559
Disposals (i (80) 9N
As at 3| December 2002 - 1,393 1,393
Net book value
As at 3| December 2002 - 539 539
As at 3| December 2001 - I,115 115
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Notes to the Financial Statements (conty)
For the year ended 3| December 2002

i0.

INTERESTS IN SUBSIDIARIES
Company
2002 2001

HK$'000 HK$°000
Unlisted shares, at cost 7,855 -
Due from subsidiaries 01,509 816,300
Less: Provisions (724,800) (301,000)

184,564 515,300

Details of the principal subsidiaries at the balance sheet date are as follows:

Place of Issued and Percentage of share
incorporation/  {ully paid up capital held by the
Name of subsidiary operation share capital Company Principal activities
Directly  Indirectly

ZONE Global Limited British Virgin Us$ | 100% - lnvestment holding
Islands
ZONE Limited Hong Kong HK$2 - 100%  Provision of
telecommunication
services
ZONE Telecom Pte Ltd Singapore $$100,000 - [00%  Provision of
telecommunication
services
ZONE USA, Inc. United States Us$io - 100%  fnvestment holding
of America
ZONE Telecom, Inc, United States Us$10 - 100% Provision of
of America telecommunication
services
E-Force Limited Hong Kong HK$2 - 100%  Asset holding
EventClicks Global British Virgin US$1,075,269 93% - Investment holding

Limited Islands
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Notes to the Financial Statements (conty)
For the year ended 3! December 2002

10. INTERESTS IN SUBSIDIARIES (Contd) S
o

o

Place of Issued and  Percentage of share g

incorporation/  fully paid up capital held by the a

Name of subsidiary operation share capital Company Principal activities §
Directly  Indirectly I

3

c

EventClicks Limited Hong Kong HK$500,000 - 93%  Provision of corporate é
management services o

o]

EventClicks Singapore Singapore 5$2 - 93%  Provision of corporate o
Pte Limited management services o]
0

speedinsure Global British Virgin US§10,000 70% - Investment holding o
Limited Islands ©
©)

o]

speedinsure.com Limited  Hong Kong HK$10,000 - 70%  Provision of sales o
and fulfillment solution o

o]

Cyber Insurance Hong Kong HK$5,000,000 - 70%  Insurance brokerage o

Brokers Limited

NETdefence Company Hong Kong HK$10,000 - 51%  Provision of internet
Limiced security solution
e-Kong Pillars Limited British Virgin ussl 100% - Investment holding
Islands
e-Kong Ventures Limited  British Virgin Uss$! 100% - Investment holding
Islands

The above summary includes those subsidiaries of the Company which, in the opinion of
the Company’s directors, principally affected the results or formed a substantial portion of
the net assets of the Group. To give details of other subsidiaries would, in the opinion of
the directors, result in particulars of excessive length.
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Notes to the Financial Statements (con)
For the year ended 3| December 2002
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i2.

INTERESTS IN ASSOCIATES

Group Company
2002 200) 2002 2001
HK$000 HK$’000 HK$000 HK$’000
Share of net assets - (1ern - -
Due from associates - 6,749 - 6,806
- 4,838 - 6,806

Investment in an associate as at the balance sheet date represented 28% of the issued
share capital of CIB (Holdings) Limited, an inactive company which is incorporated in the
British Virgin Islands.

INVESTMENT SECURITIES

Group
2002 2001
HK$°060 HK$000
At cost less provision:
Equity securities, unlisted 3,452 31,434
OTHER INVESTMENTS
Group
2002 2001
HK$°000 HK$000
At market value:
Equity securities, listed outside Hong Kong 91 16,560
Securities portfolio, unlisted - 31,177

91 47,737
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Notes to the Financial Statements (conty)

TRADE AND OTHER RECEIVABLES

For the year ended 3! December 2002

Group Company

2002 2001 2002 2001

HK$’000 HK$’000 HK$’000 HK$'000

Trade receivabies 44,976 37,943 - -~

Other receivables

Deposits, prepayments

and other debtors 6,932 {6,287 2,i68 843

51,908 54,230 2,168 843

The Group’s credit terms on credit sales mainly range from 30 days to 90 days. included in

trade and other receivables are trade debtors (net of provision for bad and doubtful

debts) with the following ageing analysis.

Group
2002 2001
HK$°000 HK$’000
Current 43,402 29,048
| to 3 months 432 5,922
More than 3 months but less than 12 months §,142 2,973
44,976 37,943

PLEDGED DEPOSITS

At the balance sheet date, the Group and the Company had pledged deposits amounting
HK$7,740,000 (2001: HK$7,107,000) and HK$3,045,000 (2001: HK$3,007,000) respectively
to banks for guarantee made by the banks to certain telecommunication carriers for due

payment by the Group.
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Notes to the Financial Statements (contv)
For the year ended 3! December 2002

16. TRADE AND OTHER PAYABLES

Group Company

2002 2001 2002 2001

HK$°000 HK$'000 HK$°000 HK$°000

Trade payabies 45,067 42,041 - -

Other payables

Accrued charges and

other creditors 36,143 56,515 5,492 2816

Due to subsidiaries - - 4,602 4,521

8E,21C 98,556 10,094 7,337

Included in trade and other payables are trade creditors with the following ageing analysis.

Current
| to 3 months
More than 3 months but less than 12 months

Group
2002 2001
HK$000 HK$'000
25,360 12,617
7,877 16,580
£1,890 12,844

45,067 42,041
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Notes to the Financial Statements (conty)

For the year ended 3! December 2002

17. OBLIGATIONS UNDER FINANCE LEASES S
S

The obligations under finance leases are repayable as follows: g
g

Group f

Present value g

Minimum of minimum é

lease payments lease payments o

2002 2001 2002 2001 ©

HK$000 HK$’000 HK$’000 HK$°000 2

, o

Within one year 6,744 12,555 6,566 11,372 ©
After one year g
but within 2 years 900 5,123 830 4,885 0

o)

7,644 17.678 7,396 16,257 o

Future finance charges (248) (1,421) - - o

Present value
of lease obligations 7,196 16,257 7,396 16,257
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Notes to the Financial Statements (contq)
For the year ended 31 December 2002

18. ISSUED CAPITAL

2002 2001
Number of Number of
shares Amount shares Amount
Authorised  HK$’006 HK$'000

Preference shares
As at | January and
as at 3] December,
at HK$ 1| each 288,929,402 288,929 188,929,402 288,929

Ordinary shares
As at | January,

at HK$0.02 each 6,000,006,000 120,000  3,000,000,000 60,000
Increase in ordinary

shares - - 3,000,000,000 60,000
Subdivision of ordinary

shares 6,000,000,000 - -~ -

oooooooooooooAnnua|Rep0rt2002

As at 31 December,
at HK$0.01(2001:
HK$0.02) each 12,000,000,000 120,600  6,000,000,000 120,000

408,929 408,929
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e-KONG Group Limited

Notes to the Financiai Statements (contv)

ISSUED CAPITAL (Contd)

issued and fully paid

Preference shares
As at | January,
at HK$1 each
Converted to ordinary
shares

As at 31 December,
at HK$I each

Ordinary shares
As at | January,
at HK$0.02 each
Converted from
preference shares
Reduction of nominal
value from HK$0.02
each to HK$0.0005 each
Consolidation of shares
Issue of ordinary shares

Exercise of share options

As at 31 December,
at HK$0.01 (2001:
HK$0.02) each

Total

For the year ended 3| December 2002

2002 2001

Number of Number of
shares Amount shares Amount
HK$’000 HK$’000
9,680,000 9,680 9,680,000 9,680
(9,680,000) (9,680) - _
- = 9,680,000 9,680
4,699,262,008 93,985 1,559,959,336 31,199
9,680,000 194 - -
- (91,824) - -
(4,473,494,5908) - - _
235,447,i00C 2,354  3,139,294,672 62,786
- - 8,000 -
470,894,290 4,709  4,699,262,008 93,985

4,709

103,665
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Notes to the Financial Statements (Contd)
For the year ended 3! December 2002

18. [ISSUED CAPITAL (Contd)
Details of changes in the share capital of the Company during the year are as follows:

(a)  In October 2002, an aggregate of 9,680,000 preference shares of HK$| each were
compulsorily converted into 9,680,000 ordinary shares of HK$0.02 each at a premium
of HK$0.98 per share.

(b)  On 21 November 2002, a special general meeting was convened and the shareholders
approved the capital reorganisation and the subdivision of authorised share capital
as follows:

(i) <Capital reorganisation
The nominal value of all the then existing issued shares was reduced from

HK$0.02 per share to HK$0.0005 per share (the “Reduced Share™) by way of
cancellation of HK$0.0195 per share.

oooooooooooooAnnua|Rep0r‘t2.002

The credit amount of HK$91,824,000 arising from the capital reduction and
the credit amount of HK$1,196,239,000 standing to the credit of the share
premium account of the Company were used to set-off against the accumulated
losses of the Company of HK$680,601,000 as at 3| December 2001 and the
remaining balance of HK$607,462,000 was credited to the contributed surplus

account of the Company.

Every 20 issued Reduced Shares of HK$0.0005 each were consolidated into
one ordinary share of HK$0.01 (the “Consolidated Share”).

(it) Subdivision of authorised share capital

All of the authorised but unissued ordinary shares of HK$0.02 in the capital
of the Company were sub-divided into two new ordinary shares of HK$0.0|
each in the capital of the Company.

(c) In December 2002, 235,447,100 new ordinary shares of HK$0.01 each were issued
by way of a rights issue on the basis of one rights share for every one new ordinary
share of HK$0.01 each, at an issue price of HK$0.12 per share (“the Right Issue”).

The directors intended to apply the net proceeds of the rights issue as to about
HK$25 million as the Company’s working capital.

All the new ordinary shares issued during the year rank pari passu in all aspects
with the existing ordinary shares of the Company.
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Notes to the Financial Statements (contd)
For the year ended 31 December 2002

19. SHARE OPTIONS

(@)

Company

Pursuant to the employee share option scheme of the Company (the “Old Share
Option Scheme”) adopted in a special general meeting held on 25 October 1999,
the directors of the Company might, at their discretion, invite eligible employees of
the Group, including executive directors of the Company, to take up options to
subscribe for shares in the Company under the terms and conditions stipulated
therein. The Old Share Option Scheme was subsequently terminated by the Company
in a special general meeting held on 28 June 2002 but the share options granted but
not yet exercised thereunder would however remain effective and are bound by
terms therein.

On 28 June 2002, the Company adopted a new share option scheme (the “New
Share Option Scheme”) to comply with the new requirements of Chapter 17 of the
Listing Rules. Under the New Share Option Scheme, the Board may at its discretion
grant share options to (i) any director, employee, consultant, customer, supplier,
business introduction agent, or legal, financial or marketing adviser of or contractor
to any company in the Group or any affiliate; and/or (ii) any discretionary trust the
discretionary objects of which include any of the foregoing, under the terms and
conditions stipulated therein. No share options have ever been granted by the
Company under the New Share Option Scheme since adoption.
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€-KONG Group Limited

Notes toc the Financial Statements (conty)
For the year ended 3! December 2002

19. SHARE OPTIONS (Contd)
(a) Company (Contd)

Details of the share options granted and remained outstanding under the Old Share

Option Scheme at the balance sheet date were as follows:

Number of share options

ocooo0ooo0o0o0o0o0ooo Annual Report 2002

Adjusted As at Granted Exercised Cancelled/ As at 31
Date of Exercisable exercise | January during during  lapsed during December
grant period price 2002  Adjusted  the year the year the year 2002
HK$

25.10.1999 25.10.2000- :

24.10.2009 1.40 42,111,235 4211,124 - - (2,846,124) 1,365,000
16.11.1999 16.11.2000-

24.10.2009 1.60 4,825,000 482,500 - - (475,000) 7,500
23121999 23.122000-

24.10.2009 2.00 3,950,000 395,000 - - (25,000) 370,000
03.01.2000 03.01.2001-

24.10.200% 2.30 3,025,000 302,500 - - (2,500} 300,000
24.01.2000 24.01.2000-

24.10.2009 230 28,700,000 2,870,000 - -~ (2,870,000) -
24.01.2000 21.02.2000-

24.10.2005 2.30 7,500,000 750,000 - - {150,000) 600,000
25.01.2000 01.03.2000-

24.10.2009 2,30 2,500,000 250,000 - - (50,000) 200,000
03.03.2000 03.04.2000-

24.10,2009 7.60 19,000,000 1,900,000 - - (380,000) 1,520,000
03.03.2000 03.03.2001-

24.10.2009 7.60 3,150,000 315,000 - - - 315,000
28.04.2000 28.04.2001-

24.10.2009 3.30 4,915,000 491,500 - - - 491,500
09.08.2000 09.08.2001-

24.10.2009 2.30 550,000 55,000 - - - 55,000
25.10.2000 25.10.2001- :

24.10.2009 1.20 9,932,274 993,226 - - (953,226} 40,000
16.05.2001 16.05.2001-

01.04.2003 0.80 200,000 20,000 - - - 20,000

TOTAL 130,358,509 13,035,850 - - (7,751,850) 5,284,000
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Notes tc the Financial Statements (cont)
For the year ended 31 December 2002

19. SHARE OPTIONS (Contd)

(@)

(b)

Company (Cont’d)

The exercise price per share option was adjusted by multiplying by 20 and then
being divided by 2 as a result of capital reorganisation and rights issue in November
and December 2002 respectively.

The number of share options was adjusted by being divided by 20 with any fraction
rounded down to the nearest integer and then multiplying by 2 as a result of capital

reorganisation and rights issue in November and December 2002 respectively.
Subsidiaries

Pursuant to the respective employee share option schemes (the “Old Subsidiary
Schemes”) adopted by certain subsidiaries of the Company under the terms and
conditions of the rules and procedures for share option schemes for subsidiaries of
the Company (the “Old Scheme Rules and Procedures”) as adopted and approved
by the Company in a special general meeting held on 25 April 2001, certain directors
and the chief executive of the Company, who are also directors of those subsidiaries,
and employees of those subsidiaries were eligible to subscribe for shares in the
respective subsidiaries under the terms and conditions stipulated therein. The Old
Subsidiary Schemes were subsequently terminated by the subsidiaries upon the
cancellation of the Old Scheme Rules and Procedures in a special general meeting of
the Company held on 28 June 2002. No share options have ever been granted by

the subsidiaries under their respective Old Subsidiary Schemes since adoption.

On 28 June 2002, the Company adopted new scheme rules and procedures for
share option schemes for its subsidiaries (the "New Scheme Rules and Procedures™)
to comply with the new requirements of Chapter 17 of the Listing Rules. The
subsidiaries may adopt their respective share options schemes in terms and conditions
of the New Scheme Rules and Procedures, pursuant to which the board of directors
of each of the relevant subsidiaries may at its discretion grant their respective share
options to (i) any director, employee, consultant, customer, supplier, business
introduction agent, or legal, financial or marketing adviser of or contractor to the
subsidiaries and their subsidiaries, any of their holding companies or any affiliate;
and/or (ii) any discretionary trust the discretionary objects of which include any of
the foregoing. No subsidiaries have ever adopted their respective share option
schemes pursuant to the terms and conditions of the New Scheme Rules and

Procedures since adoption.
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Neotes te the Financial Statememnts (conty)
For the year ended 3| December 2002

q 20. RESERVES
R
£ Capital
0
8— Share Exchange redemption Goodwill on Contributed Accumulated
o premium reserve reserve consolidation surplus losses Total
753 HK$'000 HK$'000 HK$°000 HK$'000 HK$'000 HK$'000 HK$°000
=
< Group )
2 As at | January 2001 1,122,734 {388) 6 (69,335) - (252,280 800,737
o Shares issue 70,638 - - - - - 70,638
o] Shares issue expenses (6,131} - - - - - (6,131)
© Exchange difference on
g translation of
o foreign subsidiaries - 381 - - - - 381
o] Goodwill on consolidation
© written off - - - 69335 - - §9,335
2 Net loss attributable
o to shareholders - - - - - (681,315) (681,315)
As at 3| December 2001 1,187,241 7) 6 - - (933,595} 253,645
Shares issued at premium upon
preference shares conversion 9,486 - - ‘ - - - 9,486
Reduction of nominal value
of shares from
HK$0.02 each
to HK$0.0005 each - - 91,824 - - - 91,824
Capital reorganisation (1,196,239) - (91,824) - 607,462 680,601 -
Shares issued at premium
on rights issue 25,899 - - - - - 25,899
Shares issue expenses (2.926) . - - - - - (2,926)
Exchange difference
on translation of
foreign subsidiaries - 7 - - - - 7
Net loss attributable
to shareholders - - - - - (186,274) (186,274)

As at 31 December 2002 23,481 - 6 - 607,462 (439,268) 191,661
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Notes to the Financial Statements (contg)
For the year ended 3/ December 2002

RESERVES (Contd)

Capital
Share redemption Contributed  Accumulated
premium reserve surplus losses Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Company
As at | January 200} 1,122,734 6 - (220,782) 901,958
Shares issue 70,638 - - - 70,638
Shares issue expenses {6,131) - - - {6,131)
Net loss attributable
to shareholders - - - (459,819) (459,819)
As at 3| December 2001 1,187,241 6 - (680,601} 506,646
Shares issued at premium upon
preference share conversion 9,486 - - - 9,486
Reduction of nominal value
of shares from
HK$0.02 each
to HK$0.0005 each - 91,824 - - 91,824
Capital reorganisation {1,196,239) (91,824) 607,462 680,601 -
Shares issued at premium
on rights issue 25,899 - - - 25,899
Shares issue expenses (2,926) - - - (2,926)
Net loss attributable
to shareholders - - - (439,080) (439,080)
As at 3| December 2002 23,461 6 607,462 (439,080) 191,849

Contributed surplus represents the amounts transferred from share premium account as a
result of the capital reorganisation underwent by the Company in November 2002, as
mentioned in note 18 to the financial statements. Under the Company Act 1981 of Bermuda
{(as amended), contributed surplus is distributable to shareholders, subject to the condition

that the Company cannot declare or pay a dividend, or make a distribution out of contributed
surplus, if there are reasonable grounds for believing that:

(i) the Company is, or would after the payment be, unable to pay its liabilities as they

become due; or

t

(ii)  the realisable value of the Company’s assets would thereby be less than the aggregate

of its liabilities and its issued share capital and share premium accounts.
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e-KONG Group Limited

Notes to the Financial Statements (conty)
For the year ended 31 December 2002

20. RESERVES (Contd)

o
S
o~
'g As at 3|1 December 2002, the Company had the following reserves available for distribution
8' to shareholders:
(4
S 2002 2001
= HK$°600 HK$'000
<
o
o Contributed surplus 607,462 -
o Accumulated losses (439,080) -
o
° 168,382 ~
o
0 2f. CASH USED IN OPERATIONS
o
o
o 2002 2001
o HK$000 HK$’000
o
Loss before taxation (186,274} (682,025)
Interest income {(313) (4,216)
Interest on obligations under finance leases 1,080 1,216
Depreciation 46,922 32,134
Loss on disposal of property, plant and equipment £,630 1,471
Impairment loss on property, plant and equipment 210 -
Intangible assets and goodwill written off - 114,795
Unrealised holding loss on other investments 3,017 240,476
Provision for diminution in value of investment securities 27,982 72,021
Loss on disposal of other investments 13,863 3,807
Share of results of associates ' (1,988) 752
Bad debts written off 6,266 27,237
Provision for doubtful debts §,238 6,170
Waiver of amount due from associates 6,764 -
Amortisation of intangible assets - 2,471
Changes in working capital:
Properties held for sale - 3,734
Inventories - - 978
Trade and other receivables (5,0182) (13,185)
Trade and other payables (17,346) 491
Effect of exchange rate changes _ 7 381

Cash used in operations {101,945} (191,292)
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23.

e-KONG Group Limited

Notes to the Financial Statements (contd)
For the year ended 3! December 2002

COMMITMENTS UNDER OPERATING LEASES

At the balance sheet date, total outstanding commitments in respect of land and buildings

under non-cancellable operating leases are payable as follows:

Group Company
2002 2001 2002 2001
HKS$’000 HK$'000 HK$’000 HK$'000
Within one year 6,925 10,361 .- 651
In the second to
fifth years inclusive 3,717 4,144 - -
10,642 14,505 - 651
DEFERRED TAXATION

At the balance sheet date, the major components of the deferred taxation liabilities/

(assets) unprovided are as follows:

Group
2002 2001
HK$°000 HK$°000
Excess of tax allowances over depreciation 1,163 2,691
Tax losses carried forward (182,124) (88,833)

(180,961) (86,142)
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Notes to the Financial Statements (conty)
For the year ended 3| December 2002

24,

POST BALANCE SHEET EVENT

In January 2003, the Group entered into a sale and purchase agreement with an independent
third party to dispose of two of the Company’s wholly-owned subsidiaries at a consideration
of HK$1.5 million. The consideration of HK$1.5 million had been settled before the date

of these financial statements.

Upon disposal of the two subsidiaries, which were engaged in the business of provision of
event management services, the corporate management services segment of the Group has

been discontinued since January 2003.

The turnover, results and net cash flows of the corporate management services operations

for the current year, which have been included in the financial statements are as follow:

2002 2001

HK3$°000 HK$’000

Turnover 11,420 34,912

Operating costs {(22,990) (57,524)

Loss before taxation (11,570) (22,612)

Taxation - -

Loss from ordinary activities after taxation (11,57¢) (22,612)
Net cash flow

Operating activities (9,304) (19,052)

Investing activities 17 (4,469)

Financing activities 7,717 23,077

(1,570) (444)




€-KONG Group Limited

Notes to the Financial Statements (conty)

For the year ended 31 December 2002

24, POST BALANCE SHEET EVENT (Contd)

The assets and liabilities of the corporate management services operations to be disposed
of are as follows:

2002 2001

HK$’000 HK$000

Total assets , 2,849 7,718
Total liabilities (40,065) (34,361)
Net liabilities (38,216) (26,646)
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e-KONG Group Limited

Notes to the Financia! Statements (conty)
For the year ended 3! December 2002

25. SEGMENTAL INFORMATION

The analysis of the principal business activities and geographical area of operations of the
Group during the year are as follows:

(a) By business segments

oooooooooooooAnnualRepOl‘tzooz

Year ended 3! December 2002

Telecom- Corporate
munication management
services services Cthers Consolidated
HK$'000 HK$°000 HK$000 HK$’000
Turnover
External sales 298,543 11,420 6,783 316,746
Results
Loss from operations (103,493) (11,570) (9,789) (124,852)
Finance costs (1,080)
‘Other operating income and expenses {31,154}
‘Unrealised holding loss on other investment (3,117)
PProvision for diminution in value of
investment securities (27,982)
Share of results of associates 1,911
Net loss attributable to shareholders (186,274)
Other information
Capital expenditure 24,652 25 100
Depreciation 43,039 1,401 1,921
Significant non-cash expenses
(other than depreciation and amortisation) 7,804 821 77
Telecom- Corporate
munication management
services services Others  Elimination Consolidated
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Assets
Segment assets 254,432 2,849 3,711 (77) 260,915
Unallocated assets 24,06)
284,976
Liabilities
Segment liabilities 79,562 3,013 1,557 (77) 84,055
Unallocated fiabilities 4,554

88,606
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Notes to the Financial Statements (cont)

For the year ended 3/ December 2002

SEGMENTAL INFORMATION (Contd)

By business segments (Contd)

Year ended 3| December 2001

Telecom- Corporate
munication management
services services Others Consolidated
HK$°000 HK$°000 HK$'000 HK$°000
Turnover
External sales 224,162 34,912 4822 263,896
Results
Loss from operations (163,391) (22,612) (16,107) (202,110}
Intangible assets and goodwill written off (105,628) (2,508) (6,659) (114,795)
(269,019) {25,120 (22,766) (316,905)
Finance costs (1,2186)
Other operating income and expenses (50,655)
Unrealised holding loss on other investments (240,476)
Provision for diminution in value of
investment securities (72,021}
Share of results of associates (752)
Loss from ordinary activities (682,025)
Minority interests 710
Net loss attributable to shareholders (681,315)
Cther information
Capital expenditure 158,635 3,076 1,234
Depreciation and amortisation 30,725 1,286 2,076
Significant non-cash expenses
(other than depreciation and amortisation) 7,678 - 271
Telecom- Corporate
munication management
services services Others  Elimination Consolidated
HK$'000 HK$000 HK$'000 HK$'000 HK$'000
Assets
Segment assets 268,899 8,134 9,715 (382) 286,366
Interests in associates 4,838
Unallocated assets 180,919
472,123
Liabilities )
Segment liabilities 106,417 4,405 804 (382) 111,244
Unallocated liabilities 3,569

114,813

o
(=]
o
~
4t
[ 58
0
o
0]
o
]
3
£
c
<
o
o
o
o
o
o
o
o
o
o
o
o
o




€-KONG Group Limited

Notes te the Financial Statements (conty)
For the year ended 3| December 2002

25. SEGMENTAL INFORMATION (Contd)
{b) By geographical segments
in presenting information on the basis of geographical segment, revenue is based on
the geographical location of customers. Segment assets and capital expenditure are

based on the geographical location of the assets.

Year ended 3f December 2002

Asja Pacific North America Consolidated

oooooooooooooAnnua|RepOFt2.002

HK$’000 HK$000 HK$°000
Turnover
External sales 139,282 177,464 316,746
Results
Loss from operations (43,105) (81,747) (124,852)
Finance costs (1,080)
QOther operating income and expenses (31,154)
Unrealised holding loss on other investments (3,117)
Provision for diminution in value of investment securities (27,982)
‘Share of results of associates 1,911
Net loss attributable to shareholders (186,274)
Other information
Segment assets 45,503 215,412 260,915
Unallocated assets 24,061

284,976

Capital expenditure 2,257 22,520




€-KONG Group Limited

Notes to the Financial Statements (contd)
For the year ended 3| December 2002

25. SEGMENTAL INFORMATION (Contd)
(b} By geographical segments (Cont'd)
Year ended 3| December 2001

Asia Pacific North America

Consolidated

HK$'000 HK$°000 HK$°000
Turnover
External sales 150,319 113,577 263,896
Result
Loss from operations (105,181) (96,929) (202,110)
Intangible assets and
goodwill written off (79,102) (35,693) (114,795)
(184,283) (132,622) (316,905)
Finance costs (1,216)
Other operating income and expenses (50,655)
Unrealised holding loss on other investments (240,476)
Provision for diminution in value of investment securities (72,021)
Share of results of associates (752)
Loss from ordinary activities (682,025)
Minority interests 710
Net loss attributable to shareholders (681,315)
Other information
Segment assets 132,632 153,734 286,366
Interests in associates 4,838
Unallocated assets 180,919

Capital expenditure 92,311 71,167

472,123
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Notes to the Financial Statements (contg)
For the year ended 3/ December 2002

26. COMPARATIVE FIGURES

Following the adoption of the SSAPI5 (revised) “Cash flow statements” issued by the
Hong Kong Society of Accountants, the comparative information in the consolidated cash
flow statements and related notes have been reclassified to conform to the current year’s

presentation.
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Summary of Resulits, Assetls
and Liakilities of the Group

Results of the Group S
for the five years ended 31 December 2
A=t
2002 2001 © 2000 1999 1998 ol
HK$’000 HK$'000 HK$'000 HK$°000 HK$'000 canc)-
o
Turnover 2
Continuing operations 316,746 263,896 76,652 44,210 54,334 é
Discontinued operations - - 23,473 1,035 - o
@
o
316,746 263,896 100,125 45,245 54,334 o
o
(Loss)/Profit from operations (188,185} (681,273) 5,105 (75,170) (55,323) ©
o
o
Share of resuits of associates 1,911 (752) (1,110) - - o}
o
o
(Loss)/Profit before taxation (i86,274) (682,025) 3,995 (75,170} (55,323) o
o
Taxation - - (739) (739) (1,763)

{Loss)/Profit from ordinary
activities after taxation (186,274) (682,025) 3,256 (75,909) (57,086)

Minority interests - 710 (1,954) (2,499) (6,469)

Net (loss)/profit attributable
to shareholders (186,274) (681,315) 1,302 (78,408) (63,555)

(Loss)/Earnings per share
Basic (HK$0.74) (HK$6.75) HK$0.015 (HK$1.92) (HK$2.39)

Diluted N/A N/A  HK$0.013 N/A N/A

As a result of share consolidation and rights issue in 2002, figures for the years from 1998 to

2001 have been adjusted for comparison purposes.




roup Limited

oooooooooooooAnnua|Rep0r‘t2002

Summary of Results, Assets

Assets and liabilities of the Group
as at 30 December

2002 2001 2000 1999 1998
HK$’000 HK$’000 HK$'000 HK$’000 HK$’000
Non-current assets 194,182 251,700 448,483 16,295 70,179
Current assets 90,794 220,423 491,491 115,752 15,406
Total assets 284,976 472,123 939,974 132,047 85,585
Less:
Non-current liabilities 830 4,885 - - -
Current liabilities 87,776 109,928 98,239 14,346 9,278
Total liabilities 88,606 114,813 98,239 14,346 9,278
196,370 357,310 841,735 117,701 76,307
Less:
Minority interests - - I 12,441 10,739
Net assets 196,370 357,310 841,616 105,260 65,568
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Nelice of Annual General Weeting

NOTICE iS HEREBY GIVEN THAT the Annual General Meeting of e-Kong Group Limited
(the “Company”) will be held at Room 3805, Tower ll, Lippo Centre, 8% Queensway, Hong Kong,
on Friday, 23 May 2003 at 10:00 a.m. for the following purposes:

As Ordinary Business

I To receive and consider the audited financial statements for the year ended 31 December

2002 and the reports of directors and of the auditors thereon;
2. To re-elect retiring directors and to fix their remuneration;
3. To re-appoint auditors and to authorise the board of directors to fix their remuneration;
As Special Business

4. To consider and, if thought fit, pass the following resolutions, with or without amendments,

as ordinary resolutions:
A “THAT:

()  subject to paragraph (c) of this Resolution, the exercise by the directors of
the Company during the Relevant Period (as hereinafter defined) of all the
powers of the Company to allot, issue or otherwise deal with additional
shares of HK$0.01 each in the capital of the Company, or securities convertible
into shares, or options, warrants or similar rights to subscribe for any shares,
and to make or grant offers, agreements or options which would or might
require the exercise of such powers, subject to and in accordance with all

applicable laws, be and is hereby generally and unconditionally approved;

(b) the approval in paragraph (a) of this Resolution shall authorise the directors
of the Company during the Relevant Period to make or grant offers, agreements
or options which would or might require the exercise of such powers after
the end of the Relevant Period;

()  the aggregate nominal amount of share capital allotted or agreed conditionally
or unconditionally to be allotted (whether pursuant to an option or otherwise)
and issued by the directors of the Company pursuant to the approval in
paragraph (a) of this Resolution, otherwise than pursuant to issue of shares

as a result of :

(i) a Rights Issue (as hereinafter defined); or

)

(O]
)
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Noelice of Annual General Weellng (contd)

(ii)  any scrip dividend or similar arrangement providing for the allotment
of shares, in lieu of the whole or part of a dividend on shares of the
Company, pursuant to the Bye-laws of the Company from time to time;

or

(iii)  the exercise of any option granted under any share option scheme or
similar arrangement for the time being adopted and approved by the
shareholders of the Company for the grant or issue to directors or
employees or eligible participants of the Company and/or any of its

subsidiaries of shares or rights to acquire shares in the Company; or

(iv)  the exercise of redemption or conversion rights attaching to the non-
cumulative convertible redeemable preference shares of HK$1.00 each

in the capital of the Company which may be issued by the Company; or

{v)  the exercise of subscription rights or conversion rights attaching to
any warrants or any other securities convertible into shares which may

be issued by the Company,

shall not exceed 20% of the aggregate nominal amount of the share capital of
the Company in issue as at the date of passing this Resolution and the said

approval shall be limited accordingly; and
(d). for the purpose of this Resolution:

“Relevant Period” means the period from the passing of this Resolution until

whichever is the earlier of:
) the conclusion of the next annual general meeting of the Company;

(ii)  the expiration of the period within which the next annual general
meeting of the Company is required by the Bye-laws of the Company

or any applicable law to be held; or

(iiiy  the date on which the authority given under this Resolution is revoked
or varied by an ordinary resolution of the shareholders of the Company

in general meeting.

“Rights Issue” means an offer of shares open for a period fixed by the
directors of the Company to the holders of shares of the Company or any
class thereof on the register of members of the Company on a fixed record




e-KONG Group Limited

Notlee of Arnnual General Weeling (Contd)

date in proportion to their then holdings of such shares or any class thereof
(subject to such exclusions or other arrangements as the directors of the
Company may deem necessary or expedient in relation to fractional
entitlements or having regard to any restrictions or obligations under the
laws, or the requirements of any recognised regulatory body or any stock

”

exchange, in any territory applicable to the Company)

B. “THAT:

()

subject to paragraph (b) of this Resolution, the exercise by the directors of
the Company during the Relevant Period (as hereinafter defined) of all the
powers of the Company to repurchase the shares of the Company on The
Stock Exchange of Hong Kong Limited (the “Stock Exchange”), or on any
other stock exchange on which the shares of the Company may be listed and
which is recognised by the Securities and Futures Commission and the Stock
Exchange for this purpose {“Recognised Stock Exchange™), subject to and in
accordance with all applicable laws and/or the requirements of the Rules
Governing the Listing of Securities on the Stock Exchange and, if applicable,
any other Recognised Stock Exchange, as amended from time to time, be and

is hereby generally and unconditionally approved;

the aggregate nominal amount of shares of the Company to be repurchased
by the Company pursuant to paragraph (a) of this Resolution during the
Relevant Period shall not exceed 10% of the aggregate nominal amount of
share capital of the Company in issue as at the date of passing this Resolution
and the said approval shall be limited accordingly; and

for the purpose of this Resolution:

“Relevant Period” means the period from the passing of this Resolution until
whichever is the earlier of:

(i) the conclusion of the next annual general meeting of the Company;

(iiy  the expiration of the period within which the next annual general
meeting of the Company is required by the Bye-laws of the Company

or any applicable law to be held; or

(iii)  the date on which the authority given under this Resolution is revoked
or varied by an ordinary resolution of the shareholders of the Company
in general meeting.”

oooooooooooooAnnualReportZOOZ
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Notice of Annual General Wleetlng (Contd)

€. “THAT conditional upon Resolutions 4A and 4B above being passed, the general
mandate granted to directors of the Company for the time being in force to exercise
the powers of the Company to allot, issue and deal with additional shares of the
Company pursuant to Resolution 4A be and is hereby extended by the addition to
the aggregate nominal amount of share capital of the Company which may be
allotted, issued, and dealt with or agreed conditionally or unconditionally to be
allotted, issued and dealt with by the directors of the Company pursuant to such
general mandate of an amount representing the aggregate nominal amount of the
shares repurchased by the Company under the authority granted pursuant to
Resolution 4B, provided that such extended amount shall not exceed 10% of the
aggregate nominal amount of the share capital of the Company in issue at the date

of passing this Resolution.”

By Order of the Board
Wang Poey Foon, Angela

Company Secretary

oooooooooooooAnnua|Rep0I"t2002

Hong Kong, 10 April 2003

Notes:

l. A member entitled to attend and vote at the meeting convened by the above notice (or at any
adjournment thereof) is entitled to appoint a proxy to attend and vote on his/her behalf at the
meeting. A proxy need not be a member of the Company.

2. To be valid, a form of proxy, together with the power of attorney or other authority, if any, under
which it is signed, or a notarially certified copy of such power of attorney or authority, must be
deposited at the Company’s branch share registrars in Hong Kong, Secretaries Limited, at G/F Bank
of East Asia Harbour View Centre, 56 Gloucester Road, Wanchai, Hong Kong, not less than 48 hours
before the time appointed for holding the meeting or any adjourned meeting thereof.

3. Completion and delivery of the form of proxy shall not preclude any member from attending and
voting in person at the meeting convened, if the member so desires and in such event, the form of
proxy shall be deemed to be revoked.

4. In case of joint registered holders of any shares, any one of such persons may vote at the meeting,
either personally or by proxy, in respect of such shares as if he/she was solely entitled thereto, but
if more than one of such joint holders be present at the meeting personally or by proxy, that one of
such holders so present whose name stands first in the register of members of the Company in
respect of such shares shall alone be entitled to vote in respect thereof.

5. An explanatory statement containing further details regarding Resolution 4 above will be sent to
members and other persons who are entitled thereto together with the Company’s 2002 Annual
Report.

(®)
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